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This paper deals with the problem of the 
public pension system’s sustainability in 
Romania and its impact upon the 
sustainability of the public finance. Thus, 
the public pension deficit increased in the 
last three years, caused by the 
unsustainable increase of pensions during 
expansionary years and by decrease of 
number of taxpayers in the economy. 
Unfortunately, the pressure on public 
pension system will continue in the next 
decades due to decline of the total 
population and of the working age 
population and to increasing share of the 
older people. 
The first part of the paper is an explanation 
for the factors which affect the public 
pension system, and it presents this 
system’s vulnerabilities. The second part is 
a brief presentation of the effects of the 
reforms made after December ’89, with 
reference to the public pension system. The 
third part outlines the impact of the unitary 
pension law upon the improvement of the balancing position of the 
public pension system. The last part makes an analysis for the 
budget impact of the unitary pension law, outlining the comparison 
between the basic scenario – keeping the current system and the 
alternative scenario, which provides a rich package of reforms with 
reference to this field. 
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1. Introduction 
Starting 1990 the Romanian pension system has been
continously reformed but the process was slow and
sometimes ineffective due to macroeconomic and
political conditions. The major structural reforms
measures that changed deeply the pension system were
taken in 2 stages (2001 and 2005) and in 2010 a new
pension reform is on the agenda. 
The Romanian social security system (pension insurance
and other social insurance rights) is organized as a
unique system, granted by the state on the following
principles: redistribution, equality, social solidarity,
mandatory contribution, distribution and autonomy. The
main element for the amount of the insured services is
strictly correlated with the period of contribution and not
with the employment period. In addition, the public
system encourages the private social insurance system
and general savings. Pension insurance covers five types
of pensions: for old age and length of work experience,
early pensions, partial early pensions, disability pension
and survivor’s pensions. 
2. About the sustainability of the Romanian public 
pension system 
The analysis made for the sustainability of the current
public pension system in Romania may be performed by
outlining a few trends which are obvious during the period
1990-2010 and also the risks related to the high increase
in deficit of the public pension system and to the negative
impact of this process upon the sustainability of the public
finance. 
a. The share of persons who are retiring before the legal
pensioning age has got increased. At the end of 2009, two
thirds of the total number of retirees (except the farmers)
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retired at the age limit (with 40% complete stage out of 
the total, and with 26% incomplete stage out of the total), 
and one third retired before the limit age, for various rea-
sons:  partial or total early pension, disability pension, sur-
vivor’s pension. The economic crisis, and also the pers-
pectives of changes in the Pension Law (from 2011) re-
sulted in the increase of pensions before the limit age 
during the period January-May 2010, and they repre-
sented a half of the new pensions. This situation sets a 
much higher pressure upon the pension budget, which 
have already recorded an approximate 2% deficit of the GDP. 
The number of the retired persons for disability was 
900,000 at the end of 2009, increasing by more than 
50% if compared to 2001; their average pension is by 
21% lower than the average pension, and the total value 
of these pensions represents approximately 13% of the 
total pension budget. 
b. The deficit of the pension budget got increased in 
2010, its financing involving the transfer of some higher 
and higher resources from the national budget, and this 
resulted in the decrease of the budgets for education, 
health, infra-structure etc.  
Thus, during the period January-May 2010, the deficit of 
the pension budget was of 4.2 billions lei, approximately 
0.9% of the GDP; the deficit was more than 45% higher 
than the deficit from the same period in 2009. In May, the 
expenses of the pension budget were by 38% higher than 
the returns, thus generating the highest monthly deficit 
ever recorded in Romania (1 billion lei). 
As a consequence, the deficit of the pension budget 
reached approximately 2.2% of the GDP for the entire 
2010, namely 33% of the budget deficit which has been 
negotiated with IMF for 2010 is achieved by the pension 
budget. 50% of the budget deficit for 2010 is achieved by 
the budgets for pensions, for unemployment and health, 
the increase of the pension budget deficit being much 
higher than the forecasts made by authorities in the Public 
Social Security Budget Law from 2010. In the National 
Budget Law for 2010, the forecast for the deficit of the 
pension budget was 7 billions lei, this level being close to 
the one recorded in 2009, but it will be exceeded by 
approximately 50%. However, in 2009, the share of the 
expenses for pensions was approximately 9% of the GDP, 
namely 25% of all the state’s expenses, and during the 
first five months of 2010, the expenses of the pension 
budget was by 30% higher than the current returns; 
Most of the pension budget deficit was due to the in-
crease of the expenses and to the decrease of the returns. 
Compared to the period January-May 2008, the returns 
decreased by approximately 0.4% of the GDP, while the 
expenses increased by 0.4% of the GDP (Table 1).  
We can notice here that 550 lei out of the average 
pension of 730 lei in May 2010 came from the pension 
budget, and the remaining of 180 lei came from other 
chapters of the national budget. 
c. The pension system feels the effects of the „risky” in-
creases of pensions made during the period 2006-2009. 
The pension increases did not automatically generate 
deficits of the pension budget, as the economy was ex-
pansionary during that period. But the real effects of these 
increases occurred together with the economic decline.  
The pension increases took into account neither the 
evolution of the average wage, nor that of the real GDP 
and of the returns to the national social security budget. In 
2009, pensions increased by 2.47 times compared to 
2005, under the terms in which the net average wage 
increased by 84% only, the real GDP increased by 14.4% 
only, and the returns (in nominal terms) to the pension 
budget (except the transfers from the national budget) 
increased by 66% only, if compared to 2005 (Table 2). 
During the period 2006-2008, a gap was encountered 
between the rhythm of pension increases and the rhythm 
 Table  2 
Evolution of public pension increases  
and of the pension budget deficit 
 





of the pension 
budget 
(billions lei) 
Returns to the 
pension budget 
(except the transfers 
from the national 
budget) 
(billions lei) 
2006 34% +1.8  20.3
2007 37% +1.6  24.6
2008 28% -3.85  32.5
2009 5% -7.4  33,8
2010  0%  -7(forecast) 
-11.4 (reality)  34.2 (forecast) 
Jan-May 2010 0% -4.2  13.6
Source: Ministry of Labor, Family and Social protection, 
www.mmuncii.ro, 2011 
 Table  1 
Evolution of public pension budget’s  
returns and expenses (period 2008-2010) 
 
  Returns  
to the pension 
budget 
Expenses  
of the pension 
budget 
January – May 2008 2.9%GDP  3% GDP
January – May 2009 2.6% GDP  3.1% GDP
January – May 2010 2.5% GDP  3.4% GDP
Source: Ministry of Labor, Family and Social protection, 
www.mmuncii.ro, 2011 
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of wage increases, so that the average pension in 
Romania reached 45% of the net average wage in 2008. 
Thus, in April 2010, the average pension was representing 
55.5% of the national net average wage d, the pension for 
complete contribution stage was 76.6% of the wage, and 
the early pension represented 52.4% of the net average 
wage. The average pension (related to the average wage) 
in April 2010 was similar to that from October 2008, 
although the economy recorded a decline of more than 
10% in April 2010, if compared to October 2008. Related 
to the gross average wage, the average pension in 
Romania was approximately 37% during the period 
October 2008-May 2010. 
d. The number of the retirees exceeded the number of em-
ployed persons, and the trend will get enhanced until 2050. 
In 1990, the number of the employed persons was appro-
ximately eight millions, while the number of the retirees 
from the social security system was 3.6 millions, out of 
which one million were former farmers. In 1990, each re-
tired person was supported by 2.2 employed persons, or 
one employed person supported 0.45 retired persons.  
Since 1998, the number of the retirees has been higher 
than the number of the employed persons, so that, in 
2008, one employed person was supporting 1.14 retired 
persons. During the period 2002-2008, the number of the 
retirees decreased and the number of the employed 
persons increased, so that the ratio retired persons / 
employed persons got decreased from 1.4 in 2002 to 
1.14 in 2008 – the explanation consists in the decrease 
to a half of the retired persons who used to work in the 
agricultural field (natural causes).  
The economic decline emphasized the pressure set upon 
the pension budget, by increasing the ratio retired persons 
/ employed persons. Thus, if at the end of 2009, one 
employed person was supporting 1.26 retired persons, 
then at the end of April 2010, one employed person was 
supporting 1.29 retired persons (4,290,100 employed 
persons for 5,519,900 retired persons). 
However, besides the 4.3 millions of employed persons, 
there were approximately 500-600 thousands more 
payers for health security contribution, so that the total 
number of the contributors is now approximately 4.9 
millions. The unbalance comes from the fact that the 
health security budget for 2010 was elaborated for 
approximately 5.2 millions of contributors. If compared to 
2008 (the moment when the economic crisis occurred in 
Romania), in May 2010 the number of the retired persons 
remained quite constant (under the terms of the decrease 
in the number of persons retired from agriculture and 
under the terms of the increase in the number of the 
retired persons from social securities), while the number 
of the employed persons decreased by 11%. 
If the persons retired from agriculture were excluded from 
this analysis, as they are not paid from the social security 
budget, then, in 2008, a parity of 1 employed person to 1 
retired person would exist. 
e. During the next 20-30 years, Romania will record a 
decrease in the total population, a decrease in the share 
of the people who are able to work and an increase in the 
share of the aged persons 
The public pension system (the so-called national Pylon I) 
works according to the redistributive principle (PAYG = pay 
as you go): the state collects social pension contributions 
from the employed persons and it immediately pays to the 
current retirees under the form of pensions. This system 
cannot be sustainable under the terms of the 
demographic problems  –  the employed persons 
(contributors) will become less and less, and the retired 
persons will become more and more. 
According to Eurostat (2008) Romania is a member of the 
group including the most vulnerable economies in EU, 
under the terms in which the forecast decrease of 
population overlaps the decreasing trends of the people 
who are able to work and the increasing trends of the 
share of persons who are over 65 years old. Under these 
terms, the trend of the population structure is towards the 
sustainable form of a reverse pyramid in 2060. 
Until 2050, Romania’s population will continue to get 
decreased, up to approximately 16-17 millions citizens, by 
6-7 millions less than in 1990 (Economic Policy 
Committee, 2009). The population gets decreased, and 
the trend seems to be irreversible (at least during the last 
20 years), and this phenomenon overlaps that of the 
population’s ageing, which is also accelerating. The 
number of the Romanian people who are able to work will 
get decreased by approximately 1.1 millions until 2025, 
and 18% of the population will be over 65 years old 
European Commission (2009b). 
We should also take into consideration the fact that the 
number of children is approximately 200,000, this 
number being by 40% lower than the one which could 
keep the national number of citizens constant. The rhythm 
of changing the population’s structure is quite slower until 
2030 (when the „decreţei” generation leaves the labor 
market, this generation being approximated to 1.7 
millions of persons). The share of the population with the 
age between 25 and 54 years old, this category 
representing 80% of the national employed population, 
will get decreased from the current percentage of 45% of 
the total population up to 32.8% in 2060, the descending 
trend being obvious since 2025. 
During the period 2010-2030, the share of the persons 
who are over 65 years old will get increased by 5 percent, 
and by 10 percent during the next twenty years, and the 
share of the people who are able to work will get 
decreased by 3.2 percent during the first period and 3 
times more during the period 2030-2050. The trends 
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show a high demographic ageing in Romania, with 
negative effects upon the sustainability of the public 
pension system and of the public finance. Thus, if 70% of 
the total Romanian population is able to work in 2010, 
and 15% is younger than 15 years old and also 15% is 
over 65 years old, in 2060, 35 out of 100 citizens will be 
over 65 years old, and 54 will be able to work; 13% of the 
total will be at least 80 years old (Figure 1). 
The European Commission estimates that the share of the 
expenses for pensions would reach 15% of the GDP in 
2060, and the highest pressure would be set by the po-
pulation’s ageing; the pension budget deficit would reach 
8.6% of the GDP in 2060. Under these terms, in 2050, an 
employed person will support approximately 2 retired 
persons.  
The dependence rate of the aged persons (the ratio be-
tween the retired population and the total population) will 
triple from 21.3% in 2010 to 65.3% in 2060, and Roma-
nia will be part of the group of states with the highest 
demographic pressure in Europe. Each retired person (a 
person with the age over 65 years old) corresponds to a 
number of 4.7 adults with working age in 2010, and in 
2060, to 1.5 adults only who have working age. Under the 
terms of non-reforming of the public pension system, the 
number of contributors would get decreased by 
approximately 16% until 2050, and the number of the 
retired persons would get increased by 15%, so that the 
security budget deficit would be 6.2% of the GDP. 
3. Analysis for the reforms  
made after December ’89,  
with reference to the public pension system 
The reforming of the pension systems is a great interest 
issue at international level because of sustainability 
problems of the public pension. The World Bank offered 
advices to countries interested in creating a multipillar 
pension system. First experiments were promoted in Latin 
America countries, but the results were questionable 
(Orszag and Stiglitz, 2001; Mesa-Lago, 2002). Wagner 
(2005) has analyzed the effects of the three pillar pension 
system in the Central and East European countries 
concluding that it will lead to development of the capital 
market and the economic growth. 
Until 2000, the following eligibility criteria were in force 
(based on the 1977 Pension Law): 
•  age of retirement, for full pension rights – 62 for 
men and 57 for women; 
•  standard length of service- 30 years for men 25 for 
women; if the length of service criteria was fulfilled, 
retirement could be done at the age of 60 for men 
and 55 for women. 
•  minimum length of service 10 years for women 
and 15 for men to have a right to  pension, 
•  special working groups benefit from certain 
privileges vis-à-vis early retirement, 
•  supplementary pension is 5% of the employee’s 
monthly wage; 
•  formula for determine the pension amount 
included only on the best consecutive five years in 
the preceding ten years in service 
•  all pensions are not taxable. 
Starting 2001, the first stage of the pension reform was 
implemented by Pension Law 19/2000: 
•  a slow increase of the retirement age  from 57 to 
60 years for women and from 62 to 65 years for 
men, in a gradual approach until 2014; 
•  introducing a new formula for computing pensions, 
based on the contributions paid during the whole 
active life; 
•  granting additional pension points to stimulate 
participation in the labor market after retirement, 
•  increasing the minimum contribution period for 
both genders from 10 to 15 years until 2014; 


















2010 2060 2010 2060 2010 2060 2010 2060
0-14  years old  15-64 years old > 65 years old > 80 years old  
  
Figure 1. Structure of population in Romania (2010-2060) 
 
Source: European Commission (2009a) 
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•  net pension income (difference between gross pen-
sion income and health social insurance contribu-
tion) is taxed for the amount exceeding the legal 
threshold. 
The main benefits provided by the pension system were 
for old age, disability and survivors. But the law also intro-
duced some social benefits paid out of the public pension 
fund, like indemnities for maternity leave, indemnities for 
recovery after work accidents and holidays for retired per-
sons. Also the farmers, who never contributed to the sys-
tem, were granted the right to receive a pension for old age. 
The  second stage  of the reform was initiated in 2005 
aimed at reforming the system by creating a multi-pillar 
framework, while continuing the consolidation of the pu-
blic pension pillar. A key element in consolidating the 
public pension system) was the externalization of the non-
contributive services, such as: payment of farmer’s 
pensions, indemnity for maternity and for child’s raise. 
In January 2007  the tax base for pension contribution 
enlarged by including other incomes than the base salary 
and extended by including new income categories. 
Starting April 2009 a minimum value for the public 
pension was introduced to protect low-income pensioners. 
Computation of pensions and indexation rules 
Since 2001, a new formula based on points was introduced 
instead the defined-benefit formula. Pension gross benefit is 
equal to the value resulted plus the contribution for health 
insurance. 
As benefits are based on total accumulated points at 
retirement, the formula tightens the link between lifetime 
contributions and the benefits received at retirement. 
The yearly pension points are calculated as the ratio of the 
individual’s monthly gross wages and other compensations to 
the national average monthly gross wage for that year.  
The lifetime accumulated pension points are divided to the 
complete contribution period. Pension value is thus 
determined by multiplying the average pension points with 
the pension point value (as is laid down in the social security 
budget law every year). 
This computation scheme represents a discerning 
characteristic of the Romanian public pension scheme: 
income-differences before retirement are reproduced to a 
high degree after retirement. 
In the context of problems related to ageing population 
and related costs, the implementation of the mandatory 
private pension system in 2008 (2nd Pillar) represented a 
challenge of the public expenditure reform in Romania. 
Although in the short run this measure will have a 
n e g a t i v e  i m p a c t  o n  t h e  b u d g e t  d e f i c i t ,  o n  l o n g e r  t e r m  
should reduce the burden of ageing population on the 
public pension system by ensuring the possibility to obtain 
a private pension besides the one received from the 
public pension system.  
In order to offset the reduction of the PAYG revenues the 
income tax base was broaden: starting January 2008 the 
tax base for pension contribution was enlarged as it 
consists of monthly gross income, instead of monthly 
gross salary. Additional extending of tax base by including 
new income categories as auditing activities, 
administration councils, incentives, payment by hour, and 
clinical indemnity for doctors. The ceiling of 5 average 
gross salaries for social security contribution paid by 
individuals was eliminated. 
For assessing the budgetary impact of the contributions 
directed to the 2nd Pillar the following assumptions were 
used:  
•  collection rate is 95 %, 
•  the average gross income – according to statistical 
recordings and DGEFIN macroeconomic prospects 
for Romania; 
•  the  average number of employees and their age 
distribution accordingly the EUROPOP 2008 
demographic evolution; 
•  no interest rate applied to the net assets; 
•  In 2010 the employee’s contribution quota 
directed to Pillar II reached 2.5%.  
Under the existing Pension Law, the amount of the 
individual contributions directed to Pillar II will increase as 
follows (Table 3): 
Even if criticized for taking away resources from PAYG 
system, the actual economic growth recession brings to 
light the private pension systems value and strengthens 
the case for a multi-pillar pension system, which can be 
highly resilient in the face of even severe financial and 
economic turbulence. 
Even if the Romanian private pension systems have a 
recent history (Pillar II starting May 2008 and Pillar 3 
starting second half of 2007) their development is 
considered to be quite successful. 
From launching up to December 2009 the Pillar II funds 
registered an annual average yield of 15%, and the Pillar 
III funds accounted for 7.9% (Table 4). As a stimulus for 
participating at Pillar III scheme the exempted ceiling for 
 Table  3 
Diminishing Contributions  
to the Public Pension System 
 
  2010  2011 2012
Contributions directed to Pillar 2, mill. RON  1761  2239 2809
Share in GDP, % 0.33%  0.39% 0.45%
Source: Ministry of Public Finance, www.mfinante.ro, 2011 
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contribution was raised up to 400 euro per year both for 
employer and employee. 
According to OECD and FIAP (Federacion Internacional de Ad-
ministradoras de Fondos de Pensiones) survey, the yields ob-
tained in private pension systems exceed inflation rate, even if 
there are not regulations in this respect. The study points out 
that financial turmoil and the ensuing economic crisis affected 
in a larger extent public pension systems compared to the pri-
vate ones. In the developed countries the average contribution 
rate to the private pension systems represents 10%-15%, the 
private savings being stimulated by important fiscal facilities. 
The analysis covered the accumulated yields from launching 
up to the end of 2009 (from 6 years for Dominican Republic to 
28 years for Chile), and a real average yield y-o- y was com-
puted. The study shows that in the long run the performances 
of the private pension systems in the management of the in-
vestment portfolio are positive even in bad times, as in 2008, 
when due to financial crises and capital market losses, the 
value of some private pension funds assets have dropped. 
Although, on average, the yields surpassed the inflation rate, 
and following the fall in 2008, the pension funds recovered in 
2009 in countries such as: Poland, Hungary, Bulgaria, Croatia, 
Slovakia, Baltic countries etc. 
Source: Iglesias-Palau, 2009 
4. The impact of the Unitary Pension Law  
upon the sustainability of the public finance 
Under the Agreement with International Monetary Fund 
and European Commission, Romanian government 
assumed the reform of the pension system starting 2011.  
The reform aim at balancing the PAYG system in medium 
and long term and smooth the inequities across the 
pension beneficiaries. 
The draft of the law was completed and should be 
approved by the parliament by mid-2010. The main 
reforming measures refer to: 
•  change the pension indexation by decoupling the 
pension increase from nominal wage increase, using 
a gradual approach  combination of price indexation 
and a decreasing percent of real wage increase,  
•  continuing to increase retirement ages for women 
to equalize men retirement ages (65 years in 
2015), in line with changes in life expectancy 
starting 2015 up to 2030, 
•  revisiting early retirement regime to ensure an 
actuarially fair regime, 
•  adding restrictive eligibility criteria for invalidity 
pensions, especially for third invalidity degree, 
•  enlarging taxbase adding categories from self-
employment sector,  
•  eliminate the special systems (military, police, 
intelligence service) and fully integrate them in the 
public pension system, thus increasing the number 
of contributors to public pension scheme, 
•  gradual increase in the retirement age for military, 
police, intelligence service starting 2011, for both 
men and women from 55 years up to 60 years in 
2030. 
 Table  4 










2009 2008 %2009/ 
2008  2009 2008 %2009/ 
2008  2009 2008 
Pillar II  4913 4532  8.4% 2384 832  186.6%  17.7 11.5%
Pillar III  187  151  24.3%  204 84.4  141.7%  15.8 2.7%.
 
 







































































































Figure 2. Average yearly yield for Pillar 2 
 
Source: Iglesias-Palau, 2009 
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New point value indexation 
- from 2011 until 2020, pension point value will increase by 
100% with inflation rate plus 50% of real gross wage 
increase in the precedent year. If one of the indicators is 
negative, only the positive value is to be considered, 
- beginning 2021 the pension point value is set to increase by 
100% inflation rate plus 45% of real gross wage increase in 
the precedent year. Up to 2030 the percent from real wage 
increase will gradually reduce by 5% each year, 
- starting 2030, pension point value will increase by 100% with 
inflation rate.   
 - introduce first pension concept: beginning 2011, January, 
1st, only for the first pension a correction index will be applied 
to the number of points. The index is computed by dividing 
43.3% of real gross wage in the precedent year to the value 
of one pension point in that year. 
The economic impact of some reform measures as shown 
in the table below seems to be modest for medium term, 
as the reduction of the public pension deficit is in the 
range of 0.6% to 1.5% in GDP. On long term the savings 
due to reforming the system increase and, for instance in 
2060, the public pension system deficit should be 
reduced by 3.4 pp if the reform is in place (Table 5). 
5. Long term forecast for pension costs  
in Romania 
The first overall assessment of Romanian pension system 
was made within the common projection exercise of age-
related expenditure 2008-2060 carried out by the 
European Commission (2009a), included in the 2009 
Ageing Report.  
The long-term forecast for pension expenditures took into 
account EUROPOP 2008 demographic assumptions and 
DG ECFIN projections for the evolution of the labor market 
and macroeconomic indicators.  
Baseline scenario 
Compared to the forecast released in Ageing Report 2009 
that used the economic forecast released in 2008 and 
legislation enacted up to July 2008, the actual forecast 
was presented in Romanian Convergence Program edition 
2010, and utilize macroeconomic indicators adjusted in 
line with recent developments and the forecast for 2009-
2012 released in December 2009 by the National 
Commission for Economic Forecasting (NCEF) (Table 6).  
The legislative measures enacted from July 2008 up to 
2010 February 1st were used as basis for the constant 
policy assumption: 
•  new value of the point of pension (43.3% of the gross 
average salary instead of 45% in October 2008); 
•   increase in social security contribution rates by 2.4 
pp in February 2009, 
•  freezing the pension point value in 2010 as in the 
previous year, 
•  establish a minimum pension ceiling in 2009 for 
PAYG and farmers pensions (350 lei). 
The projections of population and employment rates 
adopted within the AWG are based on a cohort approach, 
which represents an obligatory condition for the 
calculation of new entrants into the pension system 
according to the methodology used in the pension model. 
As a result, the number of contributors evolves in line with 
the total of employees for the length of the whole 
forecasting period, plus a part of self-employee that, 
according to the law conclude voluntary contracts with 
House of Pension. Analogously, the number of pensioners 
is consistent with population projections and took into 
account the continuation of increase in retirement age for 
men and women as stipulated in the actual Pension Law 
(Table 7). 
The ratio of pensioners over people aged +65 is expected 
to decrease over time due to:  
•  increase in retirement age, 
•  reducing the number of disability pensions due to 
aging process with less young people while the 
number of survivor’s pensions will remain stable, 
 Table  5 
Assessment of the reform measures 
 
   2011  2020  2030 2060
Total, % in GDP  0  0.9  2.5 3.4
Out of which:     
1. enlarge number of contributors  0  0.4  0.5 0.7
2. retirement age increase  0  0.2  0.8 0.9
3. new indexation formula  0  0.3  1.1 1.5
4. reduction in early /disabled 
pensions  0  0.1  0.1 0.2
 
 
Source: Ministry of Public Finance, Convergence Program 2010 
edition. 
 Table  6 
Macroeconomic Assumptions 
 
2010  2020  2030  2040  2050 2060
Real GDP, %  1.3 2,9  1,6  1,1  0,3 0,3
Labour productivity 
%, per hour  5,1 3,4  2,7  2,7  1,7 1,7
Employment rate   60,1  61,0  58,6  57,2  56,9 57,6
Unemployment rate -
ILO    7,0 6,0  6,0  6,0  6,0 6,0
 
 
Source: Ministry of Public Finance, Convergence Program 2010 
edition. 
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•  the impact of  increase the share of grey economy 
since the ‘90s, thus a larger share of people 
contributing less the minimum length will not be 
eligible to receive a pension from the public 
pension scheme. 
However, due to the demographic development 
characteristic to an ageing population the number of PAYG 
pensioners will exceed in early ´40 the number of 
contributors to the system. The support ratio is seen to 
decrease deeply, by 23 percent in 2060 compare to 
2007, even if we have supposed a slight increase in the 
self-employed participation to the system. 
The number of pensioners will increase due both to life 
expectancy development and to the high share of ˝young˝ 
pensioners as the actual legislation is quite permissive in 
that sense. In 2005-2008 the real retirement age was 
about 54 year, and less than a half of the PAYG 
pensioners retired at the statutory retirement age. 
This evolution suggests the urgent need for balancing the 
system, by increasing the real retirement age, from 54 
years near to the standard retirement age (60 for women 
and 65 for men from 2015). 
In contrast, coverage ratio will decrease steadily over time. 
The main reason should be found in the slow increase of 
the retirement age, but also structural reasons as the 
effect of forced retiring in the ailing industry in the late 
90's will gradually disappear as well the pensioners 
coming from co-operatives, that are subject to a social 
pension paid apart from social insurance budget. So that 
in early 20's we will see the lowest level of pensioners. In 
the future the actual non-contributively persons 
(estimated at 1.5-2.3 million), the majority working in the 
grey economy will ask for a social aid as they will not be 
eligible for a public pension. An additional decline in the 
coverage ratio occurs in later years when the total 
population is also lowering.  
The evolution of the benefit ratio is strongly driven by the 
features of the Romanian pension system, and depends 
on the reforms enacted (Figure 3). 
 
The leading factor of the evolution of the benefit ratio is 
the link between point pension (the base to compute 
pension benefits) and average gross salary from 37,5% in 
2007, to 43.2% as is provided by the actual Law. 
Other factors considered in the upward evolution from 
2015 are the statutory increase in contribution period and 
changes in the structure of pensioners (less disability 
pension in the future as the most of them are the result of 
restructuring economic activities in 1990-2002). The 
slight decrease of the benefit ratio after 2030 is the effect 
of reducing the point value (proportionally with the age 
group) due to Pillar 2 contributions by  
  (cr%-x%)/cr% 
where  
cr% =contribution rate (as a sum of employee and 
employer contribution) 
x%= the percent directed from the employee contribution 
to Pillar 2 (starting with 2% in 2008 up to 6% in 
2016) 
The assessment of the pension costs for the baseline 
scenario was made fundamentally on the basis of 
demographic prospects and macroeconomic scenario, 
which was discussed above and covers both public 
pension system and private mandatory system. 
The results from the pension model indicates an increase 
of total pension expenditures relative to GDP to 14% 
respective 12.1% for the state public system (Pillar 1) at 
the end of the forecasted period (Table 8). The pension 
costs increase in 2060 due to the indexation formula that 
link all the pensions to wages and to the accelerating 
process of aging. Even if now the pension benefit and the 
 
 
Figure 3. Benefit ratio development 
 
Source: own computation 
 Table  7 
Number of pensioners and contributors  
in the Social security scheme and related ratios (%) 
 
   2007  2020 2030  2040  2050 2060
1. pensioners (thou) 5710 5271 5652 6307 6736 6445
2. people aged 65+ 
(thou)  3204 3631 4060 4890 5613 5916
Ratio of (1)/(2)  178  145 139  129  120 109
3. contributors  6136 6630 6464 6185 5689 5297
4. employment  8837 8624 7851 6862 5912 5222
Ratio of (3)/(4)  69  77  82  90  96  101
Ratio of (3)/(1) 
'support ratio'  107  126 114  98  84  82 
 
 
Source: European Commission, 2009. 
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share of pension costs in GDP are among the lowest in EU 
in the future we expect that the costs will be unaffordable, 
as expected increase in wages due to catching-up process 
combined with a shrinking population will  put substantial 
pressure on social security budget. 
Also, special systems (military, police, intelligence service) 
have a special computation scheme that link the pension 
to the last salary in a proportion that can vary from 60% to 
100% (if they retire after their statutory retirement age: 55 
years). Their pensions are paid from the State Budget and 
as their salaries are higher than the economy average; 
their pensions are extremely high compare to PAYG 
average. To these special pension systems we add other 
special schemes for magistrates, parliamentary, 
aeronautic personnel for whom State Budget pays the 
difference from the value computed as percent of their 
last salary before retirement and the state pension 
already granted by Social Insurance Budget. 
The private mandatory system (Pillar 2) will begin to have 
a relative significant impact in the overall pension expen-
diture starting 2045-2050, reaching 1.8% of GDP in 2060. 
The evolution described above highlights the following 
risks induced by the actual system:  
•  if the full wage indexation of pensions is 
maintained, the fiscal deficit is projected to reach 
over 7% of GDP in 2060. 
•  contribution rates in Romania are high enough and 
threatens the competitiveness of the Romanian 
labor force and creates disincentives for the 
declaration of correct earnings and formal 
employment, 
•  only 50% of active population is insured at the 
moment and will increase the risk of old-age 
poverty in the future. On medium term the 
economic slowdown will reduce the overall 
employment and the formal sector employment 
directly affecting the revenues of the pension 
system. 
Alternative scenario 
In addition to the baseline scenario that includes the 
recent legislative amendments, taking into account the 
reform measures enfold in the Unitary Pension Law 
Project, as agreed with the International Monetary Fund 
that will enter into force in 2011, and an alternative 
scenario was built (Table 9). 
The following assumptions related to the project of the 
new Pension Law, were considered: 
•  implement a new indexation formula that will 
gradually decouple pensions growth from the 
nominal wages, and by 2030 the pensions will be 
indexed only according with inflation rate; 
•  increase and equalize the retirement age for men 
and women at 65 years from 2015 to 2030; 
•  recalculate the special pensions starting 2011, 
and increase standard retirement age up to 60 
years both for men and women; 
•  include new taxpayers that are excluded in present 
(army force, police etc.) starting 2011; 
•  strongly reducing  early and disabled retirement 
starting 2011; 
•  increasing tax base for self-employed and other 
non-contributively categories. 
The proposed reform measures could considerably 
enhance the pattern of the pension costs, leading to a 
significant reduction in ageing costs. An increase in the 
social pension was also considered because indexing 
pension only to inflation will diminish benefit ratio even by 
10-12 pp in 2060 compared to the baseline scenario.  
Fertility rates should enhance 
Taking into account the negative prospects of the long-
term demography is vital to increase the fertility rate in 
order to improve the base line scenario assumptions, 
which show, under the existing circumstances, a rapid 
ageing rate of the population.  
In this sense, the Government adopted some facilities 
aiming at boosting the birth rate by support to families for 
child rising, such as: 
a.  Any of the child parent can opt for the monthly 
maternity benefits to represent either 85% of the 
monthly average of professional incomes over the 
previous 12 months (not more than 4000 lei) or 600 
lei and an additional monthly incentive of 200 lei. 
 Table  8 
Baseline scenario for pension expenditures 
 
        % in GDP 
   2010 2030  2040  2050 2060
Social Security Pensions  8,5% 9,8%  11,7% 13,3% 14,0%
Pillar 1  6,5% 7,9%  9,6%  11,4% 12,1%
Pillar 2    0,1%  0,4%  1,3% 1,8%
 
 
Source: Romanian Convergence Programme 2010 edition. 
 Table  9 
Alternative scenario for pension expenditures 
 
      % in GDP 
2010  2030  2040  2050 2060
Social Security Pensions 8,5%  8,8%  9,5%  11,1% 10,6%
Pillar 1 6,5%  8,8%  9,5%  11,1% 10,6%
Pillar 2    0,1%  0,4%  1,1% 1,7%
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b.  Any one of the parents will benefit of a child raising 
holiday up to two years, or 3 years in the case of 
children with disabilities, 
c.  Setting up day care centers aiming at create the 
appropriate legal framework for the raise, care and 
early education of children up to 3-year old, including 
tickets program for the day care centers, 
d.  Law project regarding services for children care and 
early education will be adopted late 2010.  
The govern should stress on creating more flexible labour 
conditions and, especially for women part time job that 
allow spending time with their children, as the institution 
designed for childcare are insufficient for meet  the actual 
demand, both from quantitative and qualitative aspects. 
6. Conclusions 
The sustainability of the pension budget decisively 
depends on the evolution of economy. If economy grows, 
the number of the employed payers of health security 
contribution will get increased and also the returns to the 
national social security budget. The Government seldom 
acts for decreasing the sustainability of the budget, by 
erasing the historical debts of the national companies due 
to the security budget. Until 2020, the Pension Law will 
only neutralize the impact generated by the increase in 
the number of the retired persons and it will probably 
contribute to the increase in the number of contributors. It 
is a very little probability that the pension budget could 
record a surplus in one of the next 10 years, due to the 
„risky” increases recorded during the period 2006-2009, 
to the economic decline, to the low capacity to sustainably 
increase the number of contributors to the pension budget 
(especially along with the decrease in the people who are 
able to work). The effects of the Pension Law will 
especially be felt after 2030 (when 1.7 millions of 
„decreţei” leave the labour market), when the highest 
demographic changes take place; as a matter of fact, 
there have been estimates that this law will contribute to 
the decrease in the pension budget deficit by 2.5%-3.4% 
of the GDP during the period 2030-2060). Under the 
terms in which the economy is under recession, the 
pensions cannot be paid but from loans & from transfers 
taken from other budget sectors (with negative effects 
upon the public employees) or from tax increases, which 
will also affect the persons earning the lowest wages, 
including the retired persons. 
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